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In the Matter of

Safeguards to Improve the
Administration of the Interstate

Access Tariff and Revenue
Distribution Process

BEFORE THE
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C. 20554

)
)
)
)
)
)
)

----------------)

NATIONAL ASSOCIATION OF REGULATORY UTILITY COMMISSIONERS'
INITIAL COMMENTS

Pursuant to Sections 1.41, 1.415, and 1.419 of the Federal

Communications Commission's ("FCC" or "Commission") Rules of

Practice and Procedure, 47 C.F.R. Sections 1.41, 1.415, & 1.419

(1992), the National Association of Regulatory Utility

Commissioners ("NARUC") respectfully files these initial comments

to respond to the Commission's Notice of Proposed Ru1emaking

("NPRM") [FCC 93-25], adopted January 14, 1993 and released

February 11, 1993, in the above-captioned proceeding.

In support of its comments, NARUC states as follows:

I. NARUC' S INTEREST

NARUC is a quasi-governmental nonprofit organization founded

in 1889. Its members include the governmental bodies charged with

regulating carriers and utili ties from all fifty States, the

District of Columbia, Puerto Rico, and the Virgin Islands. NARUC's

mission is to, inter alia, improve the quality and effectiveness of

public utility regulation in America.
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NARUC's State and territorial members regulate the

telecommunications common carriers within their respective borders.

They have the obligation to assure that telecommunications services

and facilities required by the public convenience and necessity are

established, and that service is furnished at rates that are just

and reasonable.

The concerns the FCC seeks to address in this NPRM concerning

minimizing the potential for manipulation of the NECA settlement

process are of obvious interest to NARUC's State commission

membership.

II. BACKGROUND

In this proceeding, which is the culmination of a series of

investigations into NECA practices, the FCC is proposing measures

to improve the interstate access tariff and distribution processes

administered by the National Exchange Carr ier Association ("NECA").

To help insure that NECA considers independent views in

administering those processes and that those processes comply with

the FCC's rules, the NPRM proposed to amend the rules to include

non-local exchange carrier ("LEC") directors on NECA's board. The

FCC also asks for comment on additional steps that are expected to

increase NECA and LEC accountability to the Commission and

strengthen NECA's internal operations.
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NARUC has been involved in the FCC's recent investigation of

NECA from its genesis. Indeed, on January 27, 1991, as a result of

observations by FCC and the NARUC Communications Committee Finance

and Accounting Task Force, NARUC filed a "PETITION FOR RULEMAKING

ADDRESSING ADMINISTRATION OF FEDERAL ACCESS CHARGE PROGRAM-RELATED

LEC INTERSTATE POOL", asking the FCC to initiate a notice of

inquiry and ru1emaking to " ... determine how best to administer the

national interstate pools in conjunction with the federal access

charge program for all Local Exchange Carriers (LECs) that elect to

participate and other support programs to further the goal of

universal service." See, MARUC Resolution Regarding NECA,

Sponsored by NARUC' s Communications Commi ttee, Adopted by the

Executive Committee November 15, 1990, NARUC Bulletin No. 47-1990

at 11 (November 19. 1990). In its petition, NARUC specifically

encouraged " ••• the FCC to proceed wi th its proposal to appoint

non-LEC individuals to the NECA Board of Directors to provide an

independent view and a moderating effect on NECA deliberations."

NARUC Petition at 5.

Subsequently, the FCC initiated enforcement actions against

several LECs concerning inappropriate NECA pool reporting

practices, and required an independent audit to, inter alia,

recommend safeguards to prevent manipulation of NECA's processes.

Action on NARUC IS peti tion was deferred, at NARUC I S request,

pending the outcome of the audit procedures.
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In 1992, the results of the required audits were made

available to NARUC's membership. After a thorough review of the

audit materials, which did not disclose any NECA financial

irregularities or defective operational procedures, NARUC passed

another resolution, in November of 1993, which, inter alia,

directed NARUC' s counsel to withdraw NARUC' s 'peti tion for

ru1emaking. The Commission's issuance of the instant rulemaking,

which is responsive to NARUC's request, moots the need for the

petition to be withdrawn.

Of the issues raised in the NPRM, NARUC has only taken a

position on one, i.e., the need to make permanent the addition of

two outside directors to NECA's board.

III. DISCUSSION

The FCC should make the addition of the two outside directors
permanent.

From the January 1991 filing of its petition for a ru1emaking

to the present,1 NARUC has consistently supported the addition of

at least two outside directors to NECA's board. NARUC's own

1

investigations, the FCC's audit activities, and the recommendations

See Appendix A - NARUC's November 1992 NECA Resolution
supporting the permanent addition of two new directors to the
board.
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of the independent auditors 2 point up the potential problems that

can arise as long as NECA's current board of directors consists

solely of representatives who have a financial interest in the

procedures and operations of NECA separate from any participation

in a particular interstate pool by their respective companies.

Indeed, NECA itself petitioned for the addition of two outside

directors while the FCC-imposed safeguards audit was still in its

formative stages - suggesting, inter alia, the addition would

increase public confidence in its process and overall management •.

As the Commission notes in its NPRM, NARUC agrees with Iowa

and NTCA that outside directors would promote public confidence in

NECA's process. Further, NARUC believes that the outside directors

would add an independent view to and have a moderating effect on

NECA's deliberations. NARUC also agrees with Iowa that the broad

impact upon consumers of NECA's decisions suggests outside

representation is warranted.

In short, NARUC believes the permanent appointment of two

independent directors to the NECA board is a necessary first step

towards restoring public confidence in and assuring appropriate

oversight of NECA's activities.

That audit, filed FCC December 9, 1991, under AAD 91-24;
states that "The inclusion of [non-LEC] directors ••• will provide
a valuable source of outside perspective that is consistent with
NECA's unique role in the industry. The detailed work of the board
takes place in its various committees • . . .The basis for this
recommendation is the importance of these committees to NECA' s
operations and the need for a balanced perspective.
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Accordingly, NARUC urges the FCC to allow the permanent

appointment of two outside independent directors to NECA's board.

Respectfully submitted,

National Associatio of
Regulatory utility Co

1102 ICC Building
Post Office Box 684
Washington, D.C. 20044

(202) 898-2200

April 6, 1993
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APPENDIX A

NATIONAL ASSOCIATION OF REGULATORY UTILITY COMMISSIONER'S

NOVEMBER 1992

RESOLUTION REGARDING NECA
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Resolution on NECA Administration and
Expansion of Board of Directors

WHEREAS, The National Exchange Carrier Association (NECA) is
a non-profit corporation created by the Federal Communications
Commission (FCC) in 1983 to administer the national interstate
pools in conjunction with the Federal access charge program for all
Local Exchange Carriers (LECs) that elect to participate and other
support programs to further the goal of universal service, e.g.,
Universal Service Fund, Lifeline and Link-Up: and

WHEREAS, In November 1990, NARUC passed a "Resolution
Regarding NECA" asking the FCC to " ••• establish a Notice of Inqui ry
and Proposed Rulemaking to determine how best to administer the
national interstate pools in conjunction with the federal access
charge program••. ": and

WHEREAS, The November 1990 resolution also encouraged the FCC
" ••• to proceed with its intention to appoint non-LEC individuals to
the NECA Board of Directors to provide an independent view and a
moderating effect on NECA deliberations ... ": and

WHEREAS, In response to the November resolution, on January
27, 1991, NARUC filed a "PETITION FOR RULEMAKING ADDRESSING
ADMINISTRATION OF FEDERAL ACCESS CHARGE PROGRAM-RELATED LEC
INTERSTATE PooL", asking the FCC to initiate a notice of inquiry
and rulemaking: and

WHEREAS, The FCC deferred placing this January NARUC request
on public notice for comment pending completion of the
Commission-ordered audit procedures: and

WHEREAS, In July of 1991, NARUC adopted another reSOlution,
"Resolution Regarding NECA Expansion of the Board and Audit
Results", which, inter alia, clarified that NARUC " ••• does not
support a permanent rule change adding these directors until the
results of the audits are made publicly available and the State
regulators have adequate opportunity to review the results and
determine if additional remedial measures are necessary": and

WHEREAS, In RM 7736, NECA has asked for a permanent change in
the rules to add two non-LEC members to its board of directors: and

WHEREAS, The independent Ernst and Young audit of NECA IS

operational practices has been completed: and

WHEREAS, That audit includes a "Review and Recommended
Safeguards II portion filed with the FCC December 9, 1991, under AAD
91-24: which states as follows:
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"The inclusion of directors that are not affiliated
with •• [LECs) •• will provide a valuable source of outside
perspective that is consistent with NECA's unique role in the
industry. The detailed work of the board takes place in its
various committees .••.The basis for this recommendation is
the importance of these committees to NECA's operations and
the need for a balanced perspective. We also, recommend that
all directors serving on committees of the board have the
power to vote;" and

WHEREAS, The Ernst and Young audit also did not disclose any
NECA financial irregularities or defective operational procedures;
now, therefore, be it

RESOLVED, That the National Association of Regulatory Utility
Commissioners (NARUC), convened at its I04th Annual Convention in
Los Angeles, California, directs the NARUC General Counsel to
request that the FCC grant NECA's request for rulemaking to make
the addition of two outside directors permanent; and be it further

RESOLVED, That NARUC formally withdraw the January 1991
request for further proceedings on NECA activities.

Sponsored by the Committee on communications
Adopted November 18, 1992
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